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ltem 5. Reimbursement Methodology for the Pharmacy Dispensing Fee

General

The upper limit for payment for prescribed drugs, whether Iegend or nonlegend items, will be
based on the lower of cost as defined by the Texas Health and Human Services Commission
(HHSC) or its designee plus a dispensing fee as defined and determined by HHSC or its
designee or the usual and customary charge. Where a public agency makes bulk purchases of
drugs, payment will be made in accordance with the governmental statutes and regulations
governing such purchases in accordance with the agreement between such public agency and
HHSC or its designee. These provisions do not apply to payment for drugs in hospitals and other
institutions where drugs are included in the reimbursement formula and vendor payment to the
institution.

HHSC or its designee will advise the Centers for Medicare and Medicaid Services (CMS) in
writing of the uniform, reasonable dispensing fee which will be used to establish how the State is
in compliance with the upper limit as specified in the regulations and as determined by the
methodology described in this Plan. Such notice will specify the time period for which it is
effective.

Reimbursement Methodology

HHSC or its designee reimburses contracted Medicaid pharmacy providers according to the
dispensing fee formula defined in this section. The dispensing fee is determined by the following
formula: Dispensing Fee = ({(Estimated Drug Ingredient Cost + Estimated Dispensing Expense)
divided by (1 - Inventory Management Factor)) - Estimated Drug Ingredient Cost) + Delivery Fee.

A Drug Ingredient Cost
The estimated drug costs are defined in Section HIC (Legend and Nonlegend
Medications)) and 1ID (Texas Maximum Allowable Cost).

B. Dispensing Fee Determination
&) The estimated dispensing expense was $5.27 effective September 1, 1997. The
estimated dispensing expense effective October 16, 2003, is $5.14.

(2) The inventory management factor was 2.0% prior to October 16, 2003, and is
1.95% effective October 16, 2003.

(3) The total dispensing fee shall not exceed $200 per prescription.
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A delivery fee shall be paid to approved providers who certify a form prescribed
by HHSC or its designee that the delivery services meet minimum conditions for
payment of the fee. These conditions include: making deliveries to individuals
rather than just to institutions, such as nursing homes; offering no-charge
prescription delivery to all Medicaid recipients requesting delivery in the same
manner as to the general public; and publicly displaying the availability of
prescription delivery services at no charge. The delivery fee is $0.15 per
prescription and is to be paid on all Medicaid prescriptions filled. This delivery
fee is not to be paid for over-the-counter drugs, which are prescribed as a benefit
of this program.

Legend and Nonlegend Medications

For all medications, legend and nonlegend, covered by the Vendor Drug Program (VDP)
and appearing in the Texas Drug Code Index (TDCI) and updates, the following
requirements must be met.

(1

(2)

oolnlg.

A pharmaceutical provider is reimbursed based on the lesser of the HHSC's best
estimate of acquisition cost (EAC) plus the HHSC's currently established
dispensing fee per prescription or the usual and customary price charged the
general public.

EAC is defined as wholesale estimated acquisition cost (WEAC); direct estimated
acquisition cost (DEAC), according to the pharmacist's usual purchasing source
and the pharmacist's usual purchasing quantity; or maximum allowable cost
(MAC) for multi-source drugs.

A EAC is verifiable by invoice audit conducted by HHSC to include
necessary supporting documentation that will verify the final cost to the
provider.

B. All drug purchases through a central purchasing agreement or from a

central purchasing entity must be billed to HHSC or its designee as
warehouse purchases

C. The WEAC is established by HHSC or its designee using market
sources, which include, but are not limited to: the current Redbook;
Redbook Update; First Databank; First Alert; or reported manufacturer
pricing.
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The WEAC may not exceed average wholesale price (AWP) - 15% or
wholesaler cost, as supplied by the drug manufacturers, plus an amount
(12%) representing wholesaler operating costs and profits under current
market conditions. The lesser of the AWP-15% or wholesaler cost +
12% reimbursement amount will be selected for each covered product.

Market conditions will be examined at least every two years. Market
conditions will be determined from information supplied to HHSC or its
designee by reliable sources, which include, but are not limited to the
manufacturer, the wholesaler, and contracted providers. Exception to
general pricing determinations may be made on certain drugs and/or
drug categories based on information from these same market sources.

The DEAC is established by HHSC or its designee using direct price
information supplied by drug manufacturers. Providers are reimbursed
only at the DEAC on all drug products that are avaitable from select
manufacturers/distributors who actively seek and encourage direct
purchasing. The TDCI is used as the reference for drugs included in the
scope of benefits and for allowable package sizes. No acquisition cost is
billed to HHSC or its designee for samples dispensed.

Reimbursement for nonlegend drugs is based on the lesser of the usual and
customary price charged to the general public or EAC plus 50% of the EAC.

Notice of a public hearing to receive comments on proposed changes to general
pricing determinations derived under these policies shall be published in the
Texas Register.

Definitions. As used in Section IIC, these terms shall be defined as follows:

A
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Reported Manufacturer Price -- Information on pricing submitted to VDP
by the manufacturer, including Average Wholesale Price, Average
Manufacturer Price, wholesaler costs, direct prices and institutional or
contract prices.

Reliable Sources -- Sources including other state/federal agencies and
pricing services, as well as verifiable reports by contracted pharmacists -
and VDP field staff.

Market Conditions -- Conditions within the overall retail and wholesale
pharmacy drug marketplace.

Wholesale Costs -- The net cost of a product to a drug wholesaler or
distributor.
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